BEACON FALLS PHARMACY
20 North Main Street
Beacon Falis, CT

Statement Before
The Insurance and Real Estate Committee
Tuesday
January 24, 2011

. Re: SB13: An Act Concerning Copayments For Drugs

Good afternoon Senator Crisco, Representative Megna, and members of the Insurance Committee. My
name is Bob Bradley. My wife Marion and I own and operate the Beacon Falls Pharmacy in Beacon
Falls. Tam here today to speak in strong support of 3B 13: AAC Copayments For Drugs.

Passage of SB 13 will benefit healthcare consumers as well as local small businesses, and support the
local economy in the State of Connecticut. Passage of this proposed legislation will help level the
playing field between independent community pharmacies and the PBM-controlled prescription
mailorder factories. Specifically, the legislation will improve patient choice, and permit consumers to
make theit own healthcare decisions without the undue influence of the PBMs. Additionally, the bill will
help retain and create jobs at local Connecticut businesses and stimulate our local economy instead of
shipping jobs and revenues to out-of-state PBMs.

The PBM representatives will stand here and tell you that they are just trying to save conswimners money.
This is a bit disingenuous at best, as each PBM contract — which all community pharmacies are required
to sign if we are to be in business — specifically prohibits us from discounting or waiving any portion of
the copay for a prescription. Even if we chose to match the PBM offering in order to retain a customer,
the PBM will not allow us to do so.

It is clearly a conflict of interest on the part of the PBM to be our partner on one hand and our competitor
on the other. This conflict of interest is compounded when a large corporate pharmacy chain is allowed
to purchase and integrate with a large PBM, creating a vertical monopoly, and then use information
mined by that PBM to steer our customers {0 their retail stores. This monopoly has a publicly stated goal
of acquiring and closing 200 independent pharmacies per year. This monopoly must be controlled by
bills such as this if independent community pharmacies are to survive.

And, it's not just independent pharmacies that support this bill. 1 have before me a petition signed by
approximately 20,000 of your constituents who feel the same way. While the petition specifically
supports pending federal legislation, the spirit of that legislation mitrors that of SB13. The petition
reads: “We, the undersigned wish to obtain our prescriptions at our local community pharmacies, where
we can speak directly with our personal pharmacist about our medication and its impact on our health.

We do not wish to have our personal choice in healtheare limited by an insurance company... We are
deeply concerned, and we vote!”.



In summary, I am here today to ask your support in permitting healthcare consumers to make their own
choice of healthcare provider rather than to have that important decision made solely on the basis of the
corporate bottom line. Additionally, I ask your support in retaining existing jobs and creating new jobs
here in Connecticut by leveling the playing ficld and allowing consumers to shop locally. Studies show
that for every dollar spent at a local business, on the average, 69 cents is reinvested directly back into the
local economy. Revenues sent out of state have no local benefit whatsoever.

In closing, let me leave you with one thought. If you think medication is expensive today, just imagine
the cost if the pharmacy/PBM monopolies have no local competition at all.

‘Thank you for allowing me the time to speak before you today. I appreciate this committee’s interest in
working with local pharmacies to address this issue.
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STOLL’S PHARMACY INC.
185 GROVE STREET
WATERBURY, CONNECTICUT 06710

Statement Before
The Insurance and Real Estate Committee
Tuesday
January 25, 2011

Dear Members of the Insurance and Real Estate Committee,

My name is Edward R Schreiner, Jr and Iam a resident of Oakville Ct, a registered pharmacist, and the owner of StolP’s
Pharmacy, located at 185 Grove St, Waterbury, CT. I am here today as a business owner, taxpayer and voter to voice my
support for Senate Bill 13; An Act Concerning Copayments For Drugs.

Currently, there is a clear conflict of interest that allows a Pharmacy Benefit Manager (PBM) to set the terms of
reimbursement for their network pharmacies (via a take-it-or-leave-it contract offer) and then directly compete with these
pharmacies with their own mail order pharmacies or their own network pharmacy chain. It has become increasingly
common for PBMs to provide “incentives” such as differential copays and longer days supply for the same or lower copay
<0 as to drive business into their corporately owned pharmacy systems. This legislation will ensure that the residents of.
Connecticut will have a true choice (not determinate on cost) to get their prescriptions fifled at local, in-state pharmacies
or at a mail order facility.

Why is choice important? To make the pharmacy benefit most economical, it is the responsibility of the pharmacist to
optimize the patient’s drug therapy fo achieve the best possible clinical outcome. There is very little economic benefit
when the proper drug is dispensed but the patient does not understand how to take the medication properly, why they need
to take the medication, and what to do if they encounter side effects that may be attributed to the medication, By offering
face-to-face encounters with the dispensing pharmacist, patients have the opportunity to receive the proper counseling on
their medications and are able to ask questions if there is something that they do not understand. This is especially
important for the elderly or patients with fimited cducational backgrounds, who may have difficulty understanding written
literature provided to them.

By providing patient choice, this legislation offers an economic benefit to the state of Connecticut as well. By allowing
patients to choose to fill their prescriptions at local, community pharmacies without having to worry about differential
copays or days supply, this legislation will allow Connecticut-based pharmacies to offer more jobs in the local economy
while increasing the tax doliars these jobs provide to the state of Connecticut. Please understand that the majority of the
jobs 1 am referring to are not entry level, minimum wage positions. The true increase in wage carning activities will be
performed by the professional pharmacy staff which includes both licensed pharmacists and pharmacy technicians.
According to the 2010 Pharmacy Compensation Survey recently released by Pharmacy One Source, a retail pharmacist in
the northeast earns $53.73/br with an annualized base pay (weighted mean) of $111,800 while a pharmacy technician
earns an average of $17.29/hr with an annualized base pay of $36,000.

Stoll’s Pharmacy currently employs thirteen people. Of these, two are full time pharmacists, three are full time pharmacy
technicians and one is a part time technician. It was my hope to hire another full time pharmacist and technician last year
however, as a result of PBM tactics to steer prescriptions to their self-owned entities, the volume of prescriptions filled at
my pharmacy has declined to the point where this was economically unfeasible. As a result I was only able to hire a part
time pharmacist (8 hours per week plus coverage for vacations and sick time). As you can see, the loss of tax revenue my
small business could have generated through these positions is significant. Additionally, local businesses and their
employees spend focally which helps maintain and grow the local tax base and support funding of local municipal
seivices. We live in your communities, are less likely to leave, and are invested in our community’s wellbeing. Local
businesses also recognize the importance of supporting local community programs and fundraisers.



Considering the current budget crisis, I understand and applaud legislators desire to reduce expenditures when possible. I
have spoken to numerous people in Connecticut’s state and federal legislative contingent who are convinced that “mail
order saves money so if we encourage use of mail order we save money”, Has anyone at the state level ever done a study
to confirm this or is it taken as fact simply because mail order provider advocates say so? While PBMs routinely offer
contracts that offer greater discounts off of drug cost (based on AWP) for their mail order services compared to
community purchased prescriptions there is a misconception that this pricing methodology automatically saves the payer
money. [ have never heard of a PBM guaranteeing that they will employ the same basis of discount nor will they
guarantee lower unit price by drug. While brand name drugs use Average Wholesale Price as a universally recognized
pricing system, there is no such benchmark for generic drugs. PBMs arbitrarily establish their own “proprietary”
Maximum Allowable Cost (MAC) reimbursement rates for generic drugs. Considering that there is no regulation
requiring a PBM to establish a single MAC list for all of their pricing, do state contracts with PBMs require that the same
MAC rate be applied to all transactions or are PBMs allowed to apply different MAC rate schedules paid to community
pharmacies vs. PBM owned pharmacies? When a PBM pays the mail order pharmacy at a higher MAC rate, then savings
from the larger cost discount in the contract are reduced or eliminated.

Another possible loss of savings occurs with “spread pricing”. In a 2009 hearing of the federal House Oversight
Committee on Federal Workforce, Postal Service and the District of Columbia, Susan Hayes of Pharmacy Qutcomes
Specialists testified that PBMs engage in spread pricing, where, unbeknownst to the plan sponsor, they pay pharmacies
once price for prescription drugs dispensed, but charge the plan sponsor a much higher price, thereby pocketing the
difference. ‘

While I am not implying that these practices have ever occurred, or are now occurring in Connecticut, I am not aware of
any state sponsored study of prescription drug payments for state employees (or any other payer group) to determine if
these practices are occurring and that PBMs are really providing the savings that they claim.

As for the practice of differential (reduced) co-payments or larger quantities for the same copay at PBM owned chain or
mail order pharmacies I would encourage every member of this committee to read the peer reviewed journal article
“Comparison of Mail-Order With Community Pharmacy In Plan Sponsor Cost and Member Cost in Two Large Pharmacy
Benefit Plans” that appeared in the Journal of Managed Care Pharmacy (whose membership is composed mainly of
PBMs) in March of 2007. This study analyzed pharmacy claim records from 2 publicly financed pharmacy benefit plans
in Texas for fiscal year 2004. The study found that the member copay was lower for mail-order than for community for
almost every therapeutic category they studied, and overall was 29% lower in plan A and 37% lower in plan B. It is most
interesting that the published abstract for this study concluded that “Overall, savings from lower unit pricing through the
mail order channe! benefited the member and did not translate into significant cost reductions for the plan sponsor, In both
pharmacy benefit plans, the plan sponsor either realized small savings or incurred slightly higher costs when paying for
drugs in the top therapeutic categories through the mail-order channel. Some generic drug prices are higher through mail-
order pharmacy than through community pharmacy, and 1 of the 2 plans in this study paid higher net costs after member
cost share for generic drugs through mail order™.

In conclusion, as the journal article indicates, differential copays and pricing practices that steer patients to mail-order
don’t always save the plan sponsor money. With this in mind, I am asking that the members of your committee support
patient choice to have their prescriptions filled by the pharmacist they know and trust, support the ability of community
pharmacies to provide more local jobs, and to provide a mechanism to prevent diversion of tax dollars to out of state
pharmacy companies, All of this can be accomplished by your support of passage for Senate Bitl 13,

Thank you for the opportunity to express my opinion.
Edward R. Schreiner, Jr., R.Ph.

36 Pineridge Drive
Qakville, CT 06779
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Comparison of Mail-Order With Community Pharmacy in Plan Sponsor Cost
and Member Cost in Two Large Pharmacy Benefit Plans

Michasel Johnsrud, PhD, RPh; Kenneth A, Lawson, PhD, RPh; and Marvin D. Shepherd, PhD, RPh

ABSTRACT

BACKGROUND: Pharmacy benelit managers (PBMs}) play a major rofe in
administering prescription drug benefit programs for health plans and
employers. PBMs have often encouraged the use of seif-owned mall-order
pharmacy services wilh the promise to plan sponsors of lower prescyiplion
drug costs compared with those of the community pharmacy network, Some
plan sponsors have requested a higher degree of disclosure of contract
retalionships and transparency in pricing. Unfortunately, little research exisis
based on empirical data to determing the net plan cost and membar cost for
mall-order drugs, as opposed to having these drugs dispensed by community
pharmacles.

OBJECTIVES: To determing the difference between mail-order and community
pharmacy In the (1) payment (cost) per day of drug therapy for the plan
sponsor and for the member for the highest expenditure {herapeulic classes,
{2) generic dispensing ratlos for all drugs and for a comparative market
baskel of drugs, and {3) cost per unil for the top 20 generic drugs dispensed
liirough the matl-order channel.

METHODS: Pharmacy claim fecords were oblained from 2 publicly financed
pharmacy benefil plans in Texas for fiscal year 2004 (September 1, 2003,
through August 31, 2004). There were approximately 460,000 members n
plan A and 177,000 members in Plan B. Pharmacy cost per day (product
costs plus dispensing fees, divided by days supply) was calculated for each
drug in the 30 highest expenditure lherapeutic categories and aggregated
for mall-order and communily pharmacy channéls for each plan. Differences
in the mail-order and community pharmacy cost per day were calculated for
each drug (adjusted for dosage) In the therapeutic category and welghted by
the product’s share of mail-order therapy days within the therapeutic cate-
gory. A welghted cost per day for each therapeutic category was calculated
wiih a comparison of what the cost woutd have been for plan cost and
member cost if all mail clalms had been pald based on the communtty
pharmacy cost per day. Comparison of the cost per day helped controi for
differences in quantity dispensed per day per product and for preduct mix
within each therapeullc category. Descriplive analyses werte conducted to
compare generic dispensing ratios between {1} all malt-order and community
pharmacy claims, and (2) a market basket of therapeutic categories mest
commonly found within the mait-order channel, Finally, the difference in
price per unit was talculated between mait-order and community pharmacy
channels for the top 20 generic drug products.

RESULTS: Mall-order drugs accounted for 34.4% of overall pharmacy benafit
spending, including plan cost and member cost, in Pian A and 43.4% for the
market basket of drugs compared with 56.0% of overall spending and
63.1% for ihe market basket 1n Plan B, When comparing the cest per day for
the top therapeutic calegories, the authors found the ptan spensor cost was
higher for mail-order than for the community pharmacy channel for approxi-
mately half of the top therapeutic categories. This result conlributed to &
0.5% higher plan cost per day for mail-order {$1.24) than for community
pharmacy (§1.23) for Plan A but a 0.4% lower plan cost per day for Plan B
($1.43 for mail-order vs. $1.44 for communify pharmacy). The member cost
was lower for mail-order ran for community pharmacy for almost every
{herapeulic categoary, and overall was 29% lower in Plan A (§0.73 per day for
mali-order vs. $1.03 for community pharmacy) and 37% lower in Plan 8 {30.52
for mail-order vs. $0.82 for community pharmacy}. For all ctaims, the generle
dispensing ratios were lower in the malt-order channet than in the commu-
nity pharmacy channel (37.7% vs. 49.0% for Ptan A and 34.7% vs. 45.0% for
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Pian B). The cost per unit {lablet, capsule, ete) for the top 20 generie drug
producls dispensed by malt order was 16.5% lower {han communily phar-
macy for the ptan spensor in Plan A but 18.0% higher in Plan B; member
cost was 20.9% lower in Pan A for mail order and 34,0% lower In Plan B.
Comparing plan and member costs combined, 9 of 20 (45%) of the generlc
prices were higher through mall order in Plan A, and 10 of 20 (50%) were
higher through mail order in Plan 8,

CONCLUSIONS: Overall, savings from lower unit pricing through the mall-order
channel benefited the member and did nol transiate into slonificant cost reduc-
tions for ihe plan sponsor. In both pharmacy henefit ptans, the plan sponsor
gither realized small savings or tncurred slightly higher costs when paying for
drugs in the top therapeulic categories through the mail-order channel. Some
generic drug prices are higher through mail-order pharmacy than through
communlty pharmacy, and 1 of the 2 plans in this study paid higher net costs
after member cost share for generic drugs through mall order.

KEYWORDS: Mail-order pharmacy, Community pharmacy, PBM, Pharmacy
benefits, Net cosls

J Manag Care Pharm. 2007;13(2):122-34

drugs have led to the increased use of pharmacy benefit

managers (PBMs), which contract with employers and
health plans to administer their prescription benefit progrars.
The PBM industry has evolved over the last 3 decades from
providers of community pharmacy network coordination and
claims administration services to large publicly owned companies
marketing an array of services. PBMs now routinely offer clients
expanded services such as drug formulary development,
manufacturer Tebate negotiation and collection, specialty phar-
maceutical distribution, and mail-order prescription delivery
options,

I ncreased coverage and rising expenditures for prescription
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Comparison of Mail-Order With Community Pharmacy in Plan Sponsor Gost and Member Cost in Two Large Pharmacy Benefit Plans

As the PBM industry has grown, the largest of these firms
have built considerable market leverage with drug manufacturers
and community pharmacies by accumulating prescription drug
transaction volume. Because of their unique position within the
pharmacy marketplace, PBMs have identified and capitatized on
revenue streams arising from this transaction volume, resulting
in a complex business model. For instance, over the last decade,
large PBMs have generated the majority of their gross margin
dollars not from administrative fees collected from clients, but
from retained rebates collected from manufacturers and margin
derived from mail-order pharmacy operations.'?

The profitability of PBMs has contributed to greater scruliny
of the business model and calls from plan sponsors for more
transparency in the relationships between PBMs and their contrac-
tors, including community pharmacies and pharmaceutical
manufacturers.® This transparency can include disclosure of alt
direct and indirect revenue streams that a PBM realizes [rom
representing the plan sponsor in fulfilling the contracted services.
A lack of disclosure of additional revenue streams by the PBM
may disadvantage the plan sponsor in its negotiation with the
PBM to oblain favorable prices. The absence of disclosure and
transparency way contribute to suspicion and accentuate the
divergence of financial incentives for PBMs versus for pharmacy
plan sponsors. It may also create difficulties for the plan sponsor in
comparing the value of services between competing PBMs as
part of the contracting process.

Ml The Mail-Order Option

A popudar mechanism touted by PBMs io control prescription
drug costs is mail-order prescription delivery as an alternative
to traditional community pharmacies. The mait-order pharmacy
option has become a core component of the business model for
PBMSs that own their own mail-order pharmacies, since they
prolit directly from mail-order dispensing. Ownership of mail-
order pharmacies has contributed significantly to the profitability
of the 3 largest publicly owned PBMs. In presentations to Wall
Street analysts, PBMs have highlighted their ability to drive
generic drug products through these facilities as a growing
contributor to the firms' overall profit margin.® Furthermore,
because of generic pricing structures negotiated between the PBM
and the plan sponsor, PBMs Lypically realize significantly higher
margins on generic drug products dispensed through their mail-
order channels than through reimbursement of community
pharmacies within the PBM% provider network for similar
generic products.® A recent study by the Federal Trade Commission
acknowledged this additional revenue stream to PBMs as the
result of favorable contracting with plan sponsors.® The favor-
able contract terms typically involve maximum allowable cost
{(MAC) pricing for cornmunity pharmacies but not for the mail-
order pharmacy owned by the PBM.*

Plant sponsors have in some cases implemented the manda-
tory use of mail-order pharmacy despite the absence of evidence

TGIENLEED oo Fields Included in

the Prescription Claims File

Data fields included in the prescription claims file:

+ Date prescription dispensed {date of service)

+ National drug code {ndc¢) number of product dispensed

¢ Metric quantity of drug dispensed

+ Days supply of drug dispensed

* Mail order or community pharmacy indicator (where product
was dispensed}

* Type of product (brand, multi-source, or generic)

* Ingredient cost of product paid by plan {prior to any rebates)

* Dispensing fee paid by plan

+ Member deductible paid Gf any)

+ Member copayment paid

that the mail-order option costs less than the community
pharmacy. Carroll, in a recent commentary, highlighted the need
for actual claims-based studies that measure the econormic impact
of mail-order pharmacy services” One of the few published
studies found instances where costs borne by the plan were
higher for the same market hasket of drugs dispensed through
mail-order than for the community pharraacy. While the study
noted that the analysis was conducted within a small plan
{approximately 100,000 enrollees} with fewer than 45,000 mail
claims analyzed, the authors suggested that this example might
indicate payment patterns found in other plans?®

I Purpose and Objectives

We conducted this study because of the lack of published
research that investipates use trends and payment patterns
for prescription drugs between mail-order and community
pharmacy channels of distribution within a pharmacy benefit
program. The objectives were to determine differences between
mail-order and community pharmacy in (1) the cost per day of
drug therapy for the plan sponsor and for the member for the
highest expenditure therapeutic classes, (2) generic dispensing
ratios for all drugs and for a comparative market basket of
drugs, and (3) cost per unit for the top 20 generic drugs
dispensed through the mail-order channel.

M Methods

Data Source and Plan Characteristics

Paid pharmacy claims {rom 2 state-financed pharmacy benefit
programs in Texas (identilied as Plan A and Plan B) from state
fiscal year 2004 were analyzed 1o investigate differences in drug
use and expenditure patterns between mail-order and community
pharmacy channels of drug distribution. These 2 pharmacy benefit
plans included high proportions of enrollees who used chronic
drug therapies. These chronic {maintenance) therapies are often
the types of medications that patients may request through the
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Comparison of Mail-Order With Community Pharmacy in Plan Sponsor Cost ant Member Cost in Two Large Pharmacy Benefit Plans

Description of Pharmacy Benefits
for Plan A and Plan B

_

Plan A Plan B
460,000 177,000
Members* Members*

Copayment Description Copayment ($) | Copayment (5}
Tier 1 community (acute) 10 {4}
Tier 2 community (acute) 25 25
Tier 3 community {acute) 40 40
Tier 1 community {maintenance) 15 N/AY
Tier 2 community (maintenance) 35 N/A
Tier 3 community (maintenance} 55 N/A
Tier 1 mail order 30 20
Tier 2 mail order 75 50
Fier 3 mail order 120 80

* Average membership and copayments in ¢ffect during the peviad for pharmacy
claims with dates af service from September 1, 2003, through August 31,
2004, Community pharmacy preseriptions were Jimited {o & maximur 30-
day supply and mail-order prescriptions timited to @ maximum 90-day supply.

t Plan B had no differentiation in acule verus maintenance drugs obtained
from community phamacics.

N/A=not applicable.

PEM mail-order channel due to the long-term nature of their
use. The high use of mail-order services within these 2 pharmacy
benefit plans pennitted adequate comparisons over a large
number of drug classes.

Paid pharmacy claim records representing 12 months of use
history for each plan were supplied to the researchers through
a public information request; these files consisted of 5.1 million
claims for Plan A and 3.6 million claims for Plan B {(September 1,
2003, through August 31, 2004, for both). No personally
identifiable medical information was collected as part of these
analyses (Figure 1), and Institutional Review Board exemption
for this research was obtained.

Plan A had approximately 460,000 members during {iscal
year 2004. Plan A had a 3-tier copayment design with different
copayment amounts for acute versus maintenance medications
in community pharmacy (Table 1). The pharmacy benefit in
Plan B had approximately 177,000 members consisting of
retirees and their dependents, and also had a 3-tier copayment
design but without differentiation of acute versus maintenance
medications in coramunity pharmacy. These copayment designs
resulted in a 2-to-1 ratio of copayments for mail-order (90-day
supply) versus for community pharmacy (30-day supply) lor all
drugs in Plan B. For Plan A, the copayment ratios for mainte-
nance drugs were 2-to-1 for tier 1 {generic) drugs, 2.14-to-1 for
tier 2 (formulary) drugs, and 2.18-to-1 for tier 3 {nonformulary)
drugs (Table 1).
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Average Payment Per Day Within Therapeutic Categories

The 2 delivery channels were compared with respect to the
average payment (cost) per day of drug therapy (product cost
plus dispensing fee, divided by days supply) by both plans for
the 30 highest expenditure therapeutic categories dispensed
within the mail-order channel. We assigned drugs to therapeutic
categories based on a classification system used by the Texas
Medicaid Vendor Drug Program. This list consisted of 81
therapeutic categories that grouped drugs based on their intei-
changeability and common uses as determined by clinicians.
The payment per day for the top therapeutic categories of
prescriptions dispensed within mail-order pharmacy was
calculated and compared with the calculated payment per day
for community pharmacy prescriptions within the same
therapeutic class. To make fair comparisons, 3 levels of controls
were used.

One, only the top 30 therapeutic categories (by expenditure)
for prescriptions dispensed within the mail-order channel were
selected for comparison, for practical purposes. These 30 categories
accounted for more than 80% of all mail-order pharmacy
payments during the fiscal year in both plans, Two, an adjust-
ment was made to control for differences in daily doses
dispensed across each product within each therapeutic category
and between mail-order and community pharmacy. This
allowed for an “apples-to-apples” comparison between mail-
order and community pharmacy channels within the same
therapeutic category. For example, with this adjustment, higher
daily dosages of a product in one channel {potentially resulting
in higher costs) compared with the other channel would not bias
the comparison.

Three, the dilference in the calculated payment per day
between mail-order and community pharmacy channels was
weighted by the total mail-order days supply for each product
within the therapeutic category. We performed this weiphting to
allow [or a calculation of the differences in payments (by both
the plan sponsor and its members) based on the mail-order
market share within therapeutic categories. In essence, we
calculated the actual payments made by the plan sponsor and
members through the mail-order channel, and compared those
payments with what the cost per day would have been had
those same prescriptions been filled within the network of
community pharmacy. Details regarding this procedure can be
found in Figure 2. These payment calculations do not include
the effects of price concessions that might be negotiated
between the PBM and drug manufacturers and paid to the PBM
in the form of either mail-order purchase price discounts ot in
rebates for mail-order or community pharmacy dispensing.
However, these data are not publicly available, and it is not
known to what degree rebates that transtate into mail-order
discounts are shared by the PBM with the plan sponsor. It is
possible that some of these discounts are reflected in the actual
pharmacy claims used in the current analysis. Rebates that
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Comparison of Mail-Order With Community Pharmacy in Plan Sponsor Cost and Member Cost in Two Large Pharmacy Benefit Plans

might be shared are not expected to alfect the comparison of
mail-order with community pharmacy as measured by price per
unit or price per day.

Generic Dispensing Ratios
Dispensed drug products were categorized by the plan as
(1) single-source (patented) brand, (2) multisource {off-patent)
brand, or (3) generic. These categories were used to calculate
genetric dispensing ratios. When comparing generic dispensing
ratios between mail-order and community pharmacy networks,
we needed to also control for differences in product mix
between the 2 delivery channels. This control allowed for a
more appropriate compatison, since many acute care drugs
dispensed at community pharmacies are not dispensed through
the mail-order pharmacy

To control for product mix differences in the comparisons,
we created a “market basket” of products by assigning drugs to
one of the therapewtic categories based on the Texas Medicaid
Vendor Drug Program classification system described above.
Instead of limiting our comparison to the top 30 categories, we
included as many therapeutic categories as possible for this
analysis. Our essential criterion for inclusion of a therapeutic
category was an adequate representation of claims within both
mail-order and community pharmacy channels for that category.
To limit the eflect of products dispensed infrequently, a
minimum of 100 mail-order claims within a therapeutic class
was required for the class to be included in the comparison.
Using this criterion, a total of 58 therapeutic categories in Plan
A and 55 categories in Plan B were selected for the generic
dispensing ratio analysis. Comparisons were made based on the
percentage of generic claims, as well as the percentage of total
days supply accounted for by generics to control for differences
between the 2 channels in the quantity dispensed per prescription,

Average Payment Per Unit for Generic Drugs

On the basis of a report in the press regarding wide variances in
unit (tablet, capsule, etc.) pricing for the same generic product
dispensed by mail-order versus community pharmacy channels,?
we were intetested to determine if similar patterns would be
found in a sample of the top generic products dispensed in both
of the plans we studied. Therefore, we conducted a comparison
of generic product payments by first aggregating by the generic
code number (First DataBank)} total payments (product costs
plus dispensing fees) to mail-order or community pharmacy for
generic products with the same active ingredient(s) and
strength. For comparison, community pharmacy claims
dispensed as a 30-day supply and mail-order claims dispensed
as a 90-day supply for each active ingredient and strength
(e.g., fluoxetine 20 mg) were included. Total payments in each
channel (mail-order or community) were divided by the total
units {tablets or capsules) dispensed by each channel to calculate an
average unit payment amount {plan sponsor payment plus
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Calcuiation of Payment per Therapy Day

Y =By + Byxy + Baxy

Where,  Y=Prescription Claima Payment / Days Supply
By=Constant
By =Coefficient of Mail-Order Claim
%j =Mail-Order Claim (0=no, 1=yes)
By =Coefficient of Diug Product Dose
x,=Drug Product Dose

Regresstons were run for each drug in each therapeutic class to derive a mail-
order coeflicient for each drug. The coefficient represents the dose-adjusted
difference in daily payments between mail and community claims lor each drug,

To arrive at the weighted payment difference per day the [ollowing calculation was
conducted within each therapeutic class {with 3 drugs in the class, for example):

Daily difference in drug payment per day for the therapeutic class=
{i{B,x,) (% of days in therapeutic class accounted for by Drug “a™)] +
{{B;x;) (% of days in therapeutic class accounted for by Drug “b")] +
Byx,) (% of days in therapeutic class accounted for by Drug "¢}

Where,  Bx,= Mail-Order Daily Payment Difference of Drug “a” in class
B)x;,= Mail-Order Daily Payment Difference of Drug *b™ in class
B,x, = Mail-Order Daily Payment Difference of Drug “c” in class
Description

To achieve this adjustmens, a linear regression model was constructed for each
preduct across all therapeutic categories using the calculated payment per day as
the dependent variable and daily dose and mait/comniunity indicator as predicior
variables. The coefficient calculated for the mail/coyvaunity indicator provided
the diflerence in daily payment between wiail-order and community phannacy,
adjusted for dilferences in daily doses. A total of 221 repression models were
created to produce the coefficierns for each product within each of the 30 thera-
peutic categories found in Plan A. Finally, these coefficients were weighted for
each product within exch therapeutic category based on the propostion of therapy
days accounted for by the product within the mail-order channel.

member payment) per specilic generic product. Additionally,
calculations compared the portion of the claim paid by the plan
sponsor with the portion paid by the member. Our sample
comprised the top 20 mail-order generic drugs separately, based
on total mail-order payments during fiscal year 2004 for each
plan. The generic product claims included in the samples
represented 23.7% of all generic product payments (both channels)
for Plan A, and 22.9% of all generic product payments for Plan B,

Stafistical Analyses

Chi-square analyses were used to compare the proportions of
prescriptions dispensed between mail-order and community
pharmacy channels. An alpha level of P <0.001 was used
for statistical significance. Descriptive statistics were reported
for other analyses. All analyses were conducted with SPSS soft-
ware, version 12.0.

Bl Results

Table 2 provides a summary of prescription claims analyzed {or
this study. Comparisons are shown for total pharmacy claims
(presctiptions dispensed), total therapy days (days supply),
and total payments (product costs plus dispensing fees) for




Comparisen of Mail-Order With Community Pharmacy in Plan Sponsor Cost and Member Cost in Two Large Pharmacy Benefit Plans

m Pharmacy Claims Summary: Plan A and Plan B, State Fiscal Year 2004*

All Claims Market-Basket Claimst
Mail Order Communily Mail Order Community
Total Claims 811,884 4301,173 586,646 1,976,643
15.9% 84.1% 22.3% 7117%
Total therapy days 68,136,030 102,861,824 50,112,257 57,766,493
Plan A 39.8% 60.2% 46.5% 53.5%
Average days supply per claim 83.9 days 23.9 days 85.4 days 29.2 days
Total $% 121,524,182 231,636,694 97,970,184 127,608,425
3t4% 65.6% 43.4% 56.6%
Average member cost share 36.4% 41.5% 37.2% 44.7%
Total claims 1,155,884 2,418,165 839,962 1,270,536
31.8% 68.2% 39.8% 60.2%
Total therapy days 99,157,418 62,043,576 73,693,042 37,830,139
Plan B 61.5% 38.5% 66.2% 33.8%
Average days supply per claim 85.8 days 25.0 days 87.7 days 26.6 days
Total $¢ 171,782,096 134,730,648 144,778,540 82,997,889
56.0% 44.0% 63.1% 36.9%
Average member cost share 26.3% 35.9% 26.2% 36.8%

* September 1, 2003, through Augast 31, 2004

i Comprising claims far the top 30 kighest expenditure therapeutic eategeries by total payments i fiie mail-order channel, as defined by the Texas Medicaid
Vendor Drug Program Preferred Drug List Categorizatian systent. Products were assigned and aggregated to cach therapeutic category based on a link between
the category and the pinduet’s generic code snumber These claims formed the sample of claims wsed in the therapeutic category analysis presented in Tahles 3

and 4. After aggregating all mail-order claims to a cutegory, @ total of 38 categ

aries were identificd for Plan A and 55 categories for Plan 8. Generic dispensing

ratios were calculated based an this larger sample of therapeutic categories in Tables 5 and 6.

# Total dollars includes plan cost and member cost.

those prescriptions. Mail order accounted for approximately
$121.5 million of total pharmacy benefit spending of $353 million
(34.4%) in Plan A and $171.8 million of $306.5 million
(56.0%) in Plan B in the 12-month period ending August 31,
2004. The average days supply per pharmacy claim was 239
days at community pharmacy for Plan A and 25.0 days for Plan
B. The average days supply per pharmacy claim was 83.9 days
at mail order for Plan A and 85.8 days for Plan B.

The cost per day analyses include a comparative market basket
of drugs representing the 30 highest expenditure therapeutic
categories (based on total mail-order payments). The market
basket of drugs accounted for 81% of total mail-order payments
in Plan A and 83% of total payments in Plan B.

Plan Cost and Member Cost Share

Average member cost share differed between the 2 pharmacy
benefit plans, Overall, members paid an average of 36.4% of
total mail-order pharmacy costs and 41.5% of total community
pharmacy costs in Plan A, and 26.3% of mail-order costs and
35.9% of community pharmacy costs in Plan B (Table 2). By
type of drug and channel of distribution, average member cost

share was greater for community pharmacy compared with
mail-order pharmacy for brand drugs (39% vs. 35%), for
off-patent brand drugs (59% vs. 55%), and for generic drugs
(51% vs. 45%) in Plan A (Figure 3). By drug and channel of
distribution for Plan B, average member cost share was also
greater ‘for community pharmacy compared with mail-order
pharmacy for brand drugs (33% vs. 25%), {or off-patent brand
drugs (57% vs. 30%), and for generic drugs (48% vs. 37%)
(Figure 4).

The average total payment (allowed charge) per pharmacy
claim was 11.5% lower for coramunity pharmacy generic drugs
in Plan B ($18.60, Figure 4) than in Plan A {$21.01, Figare 3).
The average total payment per pharmacy claim was 14.6%
lower for mail-order generic drugs in Plan B ($46.52, Figure 4)
than in Plan A ($54.45, Figure 3). The price differences per
pharmacy claim between the two pharmacy benefit plans for
brand drugs by channet of distribution were 3% or less, except
for off-patent brand drugs.

Average Cost Per Day Within Therapeutic Categories
Tables 3 and 4 show the weighted differences in payment per
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Comparison of Mail-Order With Community Pharmacy in Plan Sponsor Cost and Member Cost in Two Large Pharmacy Benefit Plans

day of therapy within the top 30 therapeutic drug categories for
the plan sponsor and the member (through copayments) for
Plan A and Plan B, respectively. Both plan sponsors had a higher
payment per day for prescriptions dispensed through mail order
for a majority of the therapeutic categories.

For example, Plan A paid an additional $0.05 per day per
lipotropic {statin) drug when dispensed through the mail-order
option ($1.94 per day) compared with the community pharmacy
option ($1.89 per day) (Table 3). Since more (han 5.3 million
therapy days of statins were dispensed through the mail-order
option, higher payments of more than $265,000 ($0.05/day x
5.3 million days) were paid by the Plan A sponsor for this
particular category compared with the community pharmacy
channel. As noted earlier, copayment structures lowered the
daily costs for enrollees using the mail option, as shown in the
lower calculated member payment per day for all therapeutic
categories in both plans.

The difference in total cost per day for all categories is
provided at the botiom of Tables 3 and 4. These costs were
weighted by the total therapy days for each therapeutic category.
In both tables, the majority of the calculated lower payments
per day between mail-order and community pharmacy claims
were realized by the members through lower copayments.
In fact, the Plan A sponsor realized a slightly higher payment
per day for all claims dispensed through the mail-order channel
($1.24) for these categories compared with community phar-
macy claims ($1.23). The Plan B sponsor realized slightly lower
payments through the mail-order channel ($1.43) than through
the comamunity pharmacy channel ($1.44) (Table 4). While
payments per day for the combined components (plan sponsor
plus member) were lower for mail-order than for community
phammacy in both plans, nearly all the savings due to pricing
differences between the two channels were realized by the
member and not the plan sponsor.

Generic Dispensing Ratios

Tables 5 and 6 show differences in generic dispensing ratios
based on prescription claims between mail-order and community
pharmacy channels for all products (unadjusted for product mix)
and a market basket of similar drug categories {controlling
for product mix). In both plans, the generic dispensing ratio for
drugs in the market basket was significantly higher (chi-square,
P <0.001) within the community channel than in the mail-order
channel (38.1% vs. 28.0% for Plan A, and 32.7% vs. 24.1% for
Plan B). The same relationship was found for all prescription
claims. The overall generic dispensing ratio for mail-order and
community pharmacy combined was higher in Plan A (47.2%)
than in Plan B {41.7%).

Average Payment Per Unit for Generic Drugs

Table 7 presents differences in the payments made per unit for
the 20 highest expenditure generic products dispensed through

wwwamep.erg Vol 13, No. 2

Mean Member and Plan Sponsor Cost
for Patented Brand, Off-Patent Brand,
and Generic Products, by Mail-Order
or Community Pharmacy for "Plan A"
[FY 2004)
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Comparison of Mail-Order With Community Pharmacy in Plan Sponsor Cost and Member Cost in Two Large Pharmacy Benefit Plans

m Difference in Cost per Day by Therapeutic Catergory for “Plan A" Mail-Order Versus Community Pharmacy

. ) : % Dilference for Mail-Crder
Mail-Order Community Pharmacy - Compared With
Payment per Day of Therapy ($) Payment per Day of Therapy {$) Community Pharmacy*
Plan Plan - : - Plan
Rank Therapeutic Category Sponsor Member Total " ‘Sponsor - | Member Total Sponsor | Member | Total
I | Lipotrapics, statins 1.94 092 2.86 189 130 3.19 3 -29 -10
2 Proton pump irthibitors 2.496 0.81 3.27 289 " 1.19 T 4.08 -15 -32 -20
3 1 Antidepressanis, SSRis 1.22 0.82 2.04 109 L16 225 12 -29 9
4 NSALDs 1.85 077 2.62 o7 p 121 2.88 bl -36 -9
3 ARBs 0.67 0.93 1.60 0.56 1.27 ©.1.83 20 -27 -13
6 | Nonsedating antihistamines 1.01 0.88 1.89 " 0.81 L35 2.16 25 35 -13
7 | Anticonvulsants 2.76 0.74 3.50 2.85 ©Los 3.90 -3 -30 -10
8 | Bone resorption suppression £.i8 091 209 110 1.28 238 7 -20 -12
9 | Hypoglycemics, ihiazolidines 334 (.86 420 338 1.24 4.62 -1 -3l -9
10 | Calcium channel blockers 0.356 0.62 1.18 0.66 0.87° 1.53 -15 -29 -23
1t | Amtidepressants, other 1.53 0.62 2,15 " h.e0 090 250 4 31 -4
12 | Lipotropics, other 1.26 0.78 2.04 113 110 223 12 -29 S
13 | ACE inhibitors 0.28 0.50 0.78 - 0.23 - 0.69. 0.92 22 -28 -15
14 | Platelet aggregation inhibitors 2.47 0.83 330 245 1.19 364 i -30 -9
15 | Intranasal rhinitis agenis 0.94 0.89 1.83 0.83 . 126 2.09 13 -29 -12
16 | Hypoglycemics, metformins 0.84 0.49 1.33 - 0.87 LY 4 1.58 -3 -31 -16
17 | Glucocorticoids, inhated 2.60 0.89 349 292 1.09 - 4.0t -11 -18 -13
18 | Arypical amipsychotics 6.21 0.80 [RY} 6.85 1.00 7.85 . -8 -10 -9
19 | Hypoglycemics, insulins 201 0.96 2,97 2.24 1.10 3.34 -10 -13 1
20 | Stimulants and related agents 3.00 0.85 385 342 - 096 438 -12 N -i2
21 | Beta-blockers 0.21 0.54 0.75 0.17 0.63 0.80 24 -14 -6
22 | Estrogen agents 0.07 0.69 0.76 0.04 - 0.90 094 73 23 -19
23 |lmerferons 37.32 0.92 38.24 ~37.54 0.94 38.48 -1 -2 -1
24 | ACE inhibitor/CCB combinations 1.27 081 2.i8 LI9 129 2.48 7 -29 -12
25 | Antimigraine agents, triptans 15 1.32 8.47 197 L78 9.75 -10 -26 -13
26 | BPH treatments 0.69 0.60 1.29 0.5 0.84 138 28 -29 -7
27} Bronchodilators, beta-agonist 1.14 .69 1.83 1.06 0.85 191 8 -19 4
28 | Bladder relaxant preparations 1.71 0.83 2.54 193 088 281 -11 -6 -10
29 | Thyroid hormones 0.00 0.30 0.30 0.00 0.45 0.45 0 -33 -33
3¢ | Ophthalmics, glaucoma agents 1.23 0.82 205 0.99 ©11.36 235 24 40 -13
Total payment per day 1.24 .73 1.97 1.23° T 103 2.25 0.5 -28.6 -12.5

® A negative percentage reflects a lower payment for the mail-order channel versus the community pharmacy chamnet.

All costs rounded to the nearest cent.

ACE=angietensin-converting enzyme; ARBs=angiotensin receptor blockers; BPH=benign prostatic hyperplasia; CCB=culcium channel blocker;
NSAIDs=nonsteroidal anti-inflammatary drugs; SSRIs = sclective seiotonin reuptake inlibitors.

the mail-order channel for Plan A compared with the payments
for the same products dispensed at community pharmacies
within Plan A’ provider network. For example, preferential unit
pricing for the top generic product dispensed via mail order
(omeprazole 20 mg) resulted in a lower total unit payment (on
average) per prescription if filted by mail-order ($1.66) compared
with community pharmacy ($3.02). This prelerential pricing
resulted in a savings of 45% in the payment per unit for the
omeprazole prescriptions dispensed via mail order.

However, for the second-highest generic product ranked by
total payments (fluoxetine 20 mg), the unit payment was higher
in the mail-order channel ($1.07) than in community pharmacies
($0.53), resulting in a higher payment per unit of more than -
100%. For 9 (45%) of the top 20 generic products dispensed
through the mail, (otal payments per unit were higher via mail-
order than in the community pharmacy channel.

Furthermore, the Lotal plan sponsor cost per unil (lotal pay-
ment minus member payment) was lower for mail-order than
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Difference in Cost per Day by Therapeutic Category for *Plan B” Mail-Order Versus Community Pharmacy

o 9% Dilference for Mail-Order
Mail-Order - Communily Pharimacy _ Compared With
Payment per Day of Therapy ($) Payment per Day of Therapy ($) Community Fharmacy*
Plan Plait - . ' Plan
Rank Therapeutic Calegory Sponsor Member ‘Total .~ Spéamsor Member Total | Sponsor | Member Total
1 Lipotropics, statins 2.23 0.61 2,84 2,22 R 323 1 -40 -12
2 Proten pumnp inhibitors 2,67 0.55 3.22 31 0.90 401 -14 -39 -20
3 NSAIDs 2.15 0.58 273 2.15 0.97 ~3.12 0 -40 -3
4 | Bone resorption suppression 146 0.63 2.09 1.39 101 © 240 5 -38 -13
5 |ARBs 0.99 0.62 1.61 088 . 0.98 186 13 -37 -13
6 | Calcium channel blockers 0.77 043 1.20 o086 0.72 158 -10 -40 -24
7 | Antidepressants, SSRIs 140 057 1.97 T 138 0.89 27 1 36 13
8 | Nonsedating antibistainines 1.30 0.60 1.90 123 0.96 219 6 -38 -13
9 | ACE inhibitors 047 0.34 0.81 0,39 0.54 093 21 -37 -13
10 | Platelet apgregation inhibitors 265 0.56 3.21 255 1.05 - 360 4 -47 -il
1} | Hypoglycemics, thiazolidines 3.37 0.59 396 344 1.01 4.45- -2 -42 -1
12 | Anticonvulsants 235 053 2.88 -2.40 085 - 325 -2 -38 -1l
13 | Lipotrepics, ather 1.49 0.54 2.03 L40 0.85 225 6 -36 -10
14 | Beta-blockers 0.37 0.38 075 0.23 ] 05l 0.74 6l -25 1
15 | DMARDs, immunomedulators 3881 1.12 39.93 13.28 1.26 . 44.54 -10 11 -0
16 | Estragen agents 0.24 0.50 0.74 0.16 075 091 . 50 -33 -19
17 jAntiepressants, other 1.72 0.46 2.18 1.82 - 0.69 251 -5 233 -13
18  |Entranasal rhindis agents 1.i8 0.67 1.85 125 0.89 2.14 -25 14
19 |Bladder relaxant preparations 196 0.59 255 B N2 0.97 289 2 -39 -12
20 | BPH treatments 0.90 0.42 1.32 078 0.65 1.43 15 -35 -8
21  [Hypoglycemics, metformins 0.93 0.34 1.27 0.99 0.55 1.54 -6 -38 -18
22 | Ophthalmics, glaucoma agents 1.40 0.71 211 1.39 107 2.46 i -34 -14
23 | Glucocorticoids, inhaled 279 0.66 345 C 307 1.03 410 -9 -36 -16
24 | ACE inhibitor/CCB combinaiions 1.56 0.62 2.18 145 - L05 2.50 8 41 -13
25 | Thyroid hormones 0.00 0.32 0.32 _‘0.01_ . 0.44 045 -100 27 20
26 | Hypoglycemics, insulins 1.88 0.78 2.66 1.90 1.11 3.01 -1 -30 -12
27 jAlzheimer's ageats 3.8 0.75 4.13 323 1.48 in 5 49 -12
28  |inerferons 39.06 0.67 39.73 38.57 1.32 ] 39.89 i -49 <l
29 | Leukotriene receptor antagonists 1.86 0.59 245 '1.86 0.93 281 -1 -3¢ -13
30 |Atypical antipsychotics 5.14 0.67 5.81 5.19 SRR 6.51 -1 -49 -11
Total payment per day 1.43 0.52 1.95 1.44 '0.82 226 0.4 -37.0 139

* A negative percentage reflects a tower peyment for the mail-order channel versus the community pharmacy channel.

All costs rounded 1o the nearest cent.

ACE=angiotensin-converting cnzyme; ARBs=angiotensin receptor blockers; BPH=benign prostatic hyproplasia; CCB=calcium channel blocker;
NSAIDs=ronsteroidal anti-inflammatory drugs; SSRIs=selective serotonin reupluhe inhibitors.

for community pharmacy in only 6 (30%) of the 20 top gener-
ic products dispensed. However, when aggregating total pay-
ments for the top 20 generic products, we found plan sponsor
total costs for all sample drugs dispensed through the mail-
order channel were 16.5% lower than community pharmacy
unit pricing, Combining member payments per unit, the total
pharmacy benefit payments (plan sponsor plus member) were
21.3% lower.

Table 8 shows a similar comparison for the top generic mail-

order products within Plan B during fiscal year 2004. Of the top
20 generic drugs dispensed through the mail-order channel,
unit cost payments were higher via mail order for half (10) of
the generic products, compared with community pharmacy. As
an example, the top generic product ranked by total payments
within the Plan B mait-order channel {fluoxetine 20 mg) had a
higher unit cost ($1.07) than did the same prescription filled at
a community pharmacy ($0.53 per unit).

Similar to Plan A, the Plan B sponsors payment per unit for
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Plan “A” Generic Dispensing Ratios for
: Mail-Order Versus Community Pharmacy

All Claims (%) Market Basket {%)*
Matl Order | Community | Mail Order | Community

Total Claims
Patented brand 58.8 478 69.6 59.5
Olf-patent brand 35 3.2 2.4 2.4
Generic 377 19.01 280 BT
Total Therapy
Days
Patented brand 58.8 51.8 69.7 64.2
Off-patent brand 34 is5 2.4 2.7
Generic 378 44.7 279 33.2

Period of analysis: September 1, 2003, through Auguse 31, 2004,

* Comprising 58 therapeutic categories defined by the Texas Medicaid
Preferved Drug List.

T Generic percentage significantly higher for community than mail-order
claims (chi-square, P <0.001).

m Pian “B" Generic Dispensing Ratios for

Mail-Order Versus Community Pharmacy

All Claims (%) Market Basket (%)*
Mail Order | Community § Mail Order | Community

Total Clatms
Patented brand 61.0 518 TV 64.4
Off-patent brand 43 32 4.2 29
Generic 347 43.0t 241 32.7%
Toltal Therapy
Days
Patented brand 61.2 55.2 719 68.0
Off-patent brand 4.2 33 4.3 31
Generic 346 41.5 238 289

Period of analysis: September I, 2003, through Augast 31, 2004,

* Comprising 55 therapeutic categorics defined by the Texas Medicaid
Preferred Drug List.

# Generic percentage significandly higher for community than mail-order
claims (chi-square, P <0.001).

the top 20 generic products was lower through mail-order than
through community pharmacy for only 6 out of 20 instances.
However, the aggregated results were somewhat dilferent from
those found in Plan A, [n Plan B, generic product unit pricing
resulted in an overall 18.0% higher average plan sponsor cost
per unit through mail-order than through community phannacy.
The combined payments {plan sponsor plus member) per unit
were 3.3% lower [or the 20 highest expenditure generic drugs
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dispensed through the mail-order channel. In Plan B, the member
teceived some benefit from the mail-order pricing, but the plan
sponsor incurred higher average cost per unit for generic drugs
than in the community pharmacy channel.

¥ Discussion

The purpose of this study was to examine trends in the use ol
and payments for drug products between mail-order and
community pharmacy channels in 2 publicly funded pharmacy
benefit programs in Texas. It was important to conduct such
analyses because of the lack of published studies investigating
the impact of PBM-owned mail-order plans on drug use and
ultimately, on drug expenditures. Furthermore, in light of the
aggressive marketing of a mail-order pharmacy option to plan '
sponsors by PBMs, analyses of this sort are helpful in determining
the extent to which mail-order pharmacy delivers on its promise
to realize cost-effective provision of prescription drugs to both
the plan and its enroltees. A sunumary of the study lindings and
their implications follow below.

Average Daily Payment Within Therapeutic Categories

Similar to recently published research, both plan sponsors were
found to make higher payments per day of drug therapy for
prescriptions dispensed via mail order for many therapeutic

~categories.” This could have been the result of copayment
structures that created incentives for using mail order, while
shifting a higher proportion of the drug costs to the plan. In
cases in which the payment per therapy day is higher for mail
order, increased use of this channel will result in higher costs of
therapy for the plan sponsor as fewer prescriptions are filled at
community pharmacies. This cost difference also results from
differences in product mix in therapeutic categories for drugs
dispensed via mail-order rather than through community
pharmacies. Because a larger proporon of generic drugs may
be dispensed within a therapeutic category in the community
setting, overall therapy costs {or both the plan sponsor and the
member will be lower due o lower costs per day for generic
rather than branded drugs.

Overall, total payments per day were lower across therapeutle
classes in the mail-order channel; however, pharmacy plan
members enjoyed nearty all the benefit of this discount in pricing,
with little or no benefit for the plan sponsors. The overall resukt
from the plans’ perspective for the therapeutic categories that
we studied was either slightly higher {0.5%) payments for Plan
A or smaller savings (0.4%) for Plan B.

The lack of relative savings for these 2 plan sponsors is
similar to the findings reported by Carroll et al. in a study that
evaluated payments for drugs dispensed by mail-order versus
community pharmacy. In that study, plan sponsor costs for a
sample of producis was 6.5% higher in mail-order than in
community pharmacy. As in our study, Carroll et al. also found
that members paid lower costs for mail-order compared with
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Comparison of Mail-Order With Community Pharmacy in Plan Sponsor Cost and Member Cost in Two Large Pharmacy Benefit Plans

m Generic Product Cost Comparison: Plan “A” Mail-Order Versus Community Pharmacy

: - % Difference for Mail-Order
Mail-Order ©-Communily Pharmacy- Compared With
Payment per Unit ($) © - Payment per Unit (%) Community Pharmacy*
Total Plan " plan ° o e Plan
Rank | Generic Product | Mail Units| Sponsor Member Total Sponspr-_ : l\iemhe_lr Total’ Sponsor Member Total
1 Omeprazole . . ’ '
20-mg capsule 1,189,260 1.32 0.34 1.66 251 051 302 -47 -33 -45
2 Fluoxetine ’ ‘ '
20-mg capsule 664,759 079 0.28 1.07 Q.16 0.37 0.53 394 -24 102
3 Metformin HCE . ' '
. 500-mg tablet 1,378,481 0.15 0.13 0.28 0.15 0.20 0.35 0 -35 -20
4 Metformin HCH . ' .
1,000-mg 1ablet 602,221 0.40 0.18 0.58 018 0.26 T(44 122 -M 32
5 Gemfibrozil o
600-mg tablet 613,980 0.3 0.19 0.50 0.1 027 038 . 182 =30 32
6 Lovastatin K o
40-mg tablet 173,835 1.38 0.32 1.70 - L51 050 - 2,01 -9 -36 -15
7 Lisinopril ) :
20-mg tablet 679,505 0.14 0.29 0.43 0.16 043 0.59 -13 -33 27
8 Paroxetine HCl : -
20-mg tablet 256,861 0.72 0.35 107 170 0.50 2.20 -58 =30 -51
g Fluoxetine ' . :
40-mg capsule 124,965 L.80 0.34 2,14 1:60 0.53 2.13 13 -36 <l
10 Verapamil ) ] ‘
240-mg tablet 369,673 0.36 0.30 Q.66 0.07 0.40 0.47 414 -25 40
£l Ranitidine )
150-mg 1able: 303,024 041 0.21 0.62 ©0.02 0.26 0.28 1,930 -1y 121
12 Tramadol HCE ’ )
50-mg tablet 390,020 0.24 0.0g9 0.33 0.24 .10 0.34 ] -10 -3
13 | Metformin HCl ER '
500-mg tablet 625,486 0.17 0.12 0.29 042 _ 0.21 0.63 -60 -43 -54
14 Listnopril : :
10-mg wablet 464,265 0.09 0.32 041 - 0.04 0.44 0.48 E25 -27 -15
I3 Tamoxifen - ' -
20-mg tablet 122,490 1.12 0,39 1.51 1.06 0139 ) 6 0 3
16 Lisinopril ) . '
40-mig tablet 281,835 (.31 0,32 0.63 .22 0.46 " 0.68 91 -30 -7
17 Amiodarone ’ o o
200-mg tablet 121,254 1.04 032 1.36 0.83 0.39 1.22 25 -18 11
18 | Lisinoprl-HCTZ :
20/12.5-mg tablet 296,055 0.19 0.29 0.48 .19 042 0.61 0 231 =21
19 Buspirane HCI B
13-myp tablet 165,594 (.64 0.17 (.81 0.34 0.19 0.53 88 -1k 53
20 Diltiazem .
240-myg capsule 162,900 0.48 .34 0.82 111 0.50 L.6} -57 -32 -49
Total payments 4,565,678 | 2,163,585 | 6,729,161 5466474 | 3,084,815 8,551.240 -16.5 -209 ) =213

A negative percentage reflects a lower pavinent for the mail-order channel versus the community pharmacy channel.
All costs rounded to the nearest cent.
ER=extended release; HOI=hydrochlovide; HCTZ = hydbochlorothiazide.
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Generic Product Cost Comparison: Plan "B” Mail-Order Versus Community Pharmacy

- T % Difference for Mail-Order
Mail-Order .Community Pharmacy Compared With
Payment per Unit (8} Payment per Unit ($) Community Phamacy™
Total Plan Plan o . Plan
Rank | Generic Product | Mail Units| Sponsor Member Total Sponsor “Member Total Sponsor | Member ; Total
1 Fluoxetine HC ' . b
20-mg capsule | 475,709 0.89 0.18 1.07 0.25 028 0.53 256 -36 102
2 Metformin HCl . :
500-mg tablet 1,440,806 0.20 0.09 .29 0.20 0.15 0.35 0 -40 -17
3 Atenofol o
50-mp tablet 1,006,288 0.5 0.19 0.34 0.00 Ry 017 nfa 12 100
4 Lisinoprik ‘
20-mg tablet 756,528 0.2+ 0.i9 0.43 0.27 ' _0.31 0.58 -k -39 -26
5 Gemfibrozil
600-1g 1ablet 646,741 0.38 0.12 0.50 0.18 020 - 0.38 3] -40 32
6 Metformin HCl : :
1,000-mg tablet 543,175 047 0.11 0.38 0.23 e 044 88 -42 32
7 Amiedarone _ .
200-mg tablet 224,698 L4 0.21 1.35 0.90 033 1.23 27 -36 10
8 Verapamil .
240-myg wablet 464,760 ¢.46 0.19 0.65 047 0.30 0.47 171 -37 ig
9 Lovastatin S
40-mg lablet 168,030 1.49 0.22 171 1.50 (.50 2.00 -1 -56 -15
10 | Paroxetine HCI o '
20-mg tablet 262328 (.86 .21 1.07 | ) 0.1 2.20 -52 -19 -51
k1 Ranitidine
150-mg tablet 398,070 049 0.14 0563 .08 0.19 0.27 513 -26 133
12 Lisinopril :
10-mg tablet 662,071 0.20 0.20 340 0.16 0.32 0.48 25 -38 -17
13 Tamoxifen
20-mg tablet 163,980 1.27 (.24 1.51 1.01 0.44 145 26 -45 4
14 Tramadol HCl
50-mg tablet 515,770 0.27 0.07 0.34 0.24 Q.10 0.34 13 -30 0
15 Atenolol - .
25-mg tablet 648,175 0.14 [N 0.33 0.00 0.16 0.16 MNfA 19 106
16 Diltiazem HCI '
240-mg capsule 249,930 0.60 0.22 0.82 117 0.45 Le2 -19 -31 -49
17 | Metformin HCl ER
500-mg tablet 671,019 0.21 .09 0.30 0.46 0.17 0.63 -54 -47 -52
18 Lisinopril '
40-mig wblet 318,420 0.43 0.20 (.63 0.33 0.34 0.67 30 -4k -6
19 | Enalapril maleate
23-mg tablet 309916 0.47 Q.15 0.62 0.23 013 0.46 104 -15 35
20 Omeprazole
20-mg capsule 111,825 1.45 0.21 1.66 2.67 0.35 3.02 -46 -40 -45
Total payments 3975121 | 1,548.807 | 5.524,1i7| 3,368,717 2.346,395) 5.715,205 180 2340 -33

A negative percentage reflects a lower payment for the mail-order charnel versis the comnmity phannacy charnel.
All costs reunded to the nearest cent.

ER=extended release; HCl=hydrochloride; HCTZ = hydwchlorothiazide; NIA=not applicable.
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community pharmacy. The member savings were estimated to
be 48% for mail-order claims, resulting in overall savings of
7.8% for the combined plan sponsor and member payments.*

Generic Dispensing Ratios

As expected, even when contiolling for differences in drug
product mix, we calculated that generic dispensing ratios for
both pharmacy plans were higher for claims processed through
the community pharmacy channel than through the PBM-
owned mail-order channel. A recently published study noted
that in a comparison of generic dispensing ratios between mail-
order and community pharmacy channels, the analysis should
involve a calculation of ratios across comparable therapeutic
classes.® In the current study, product mix diflerences were
controlled by comparing only therapeutic classes most common
in mail-order dispeunsing.

Higher generic dispensing ratios help to slow the growth
in prescription drug spending due to the more widespread use
of lower-priced therapeutic alternatives, slowing the growth
in prescription drug spending. The cause of the diflerence in
generic dispensing ratios between community pharmacy and
mail order is not entirely clear; however, previously published
studies have also reported higher generic dispensing ratios
in community pharmacy than in mail order®"

Average Payment per Unit for Generic Drugs

Higher cost per unit for the same generic drug product
dispensed in mail-order than in community pharmacies should
be of concern to plan administrators. Intuitively, program
adininistrators should expect the cost per unit {or generic drugs
dispensed through mail-order pharmacy to be no greater than
that made to community pharmacies for the same product.
However, evidence of higher payments was found for some ol
the most commonly dispensed mail-order generic products.
For example, for at least hall of the 1op 20 most commonly
dispensed mail-order generic products within Plan B, a higher
average unit payment was made in the mail-order channe! versus
the community pharmacy network.

It is likely that the higher payments are the result of a
pricing arrangement between the PBM and a plan that does not
ensure a lower or at least comparable price for generic products
dispensed via mail order. The price that a plan sponsor pays
a PBM when a generic product is dispensed through the mail-
order channel is typically determined on the basis of a specified
percentage discount of Average Wholesale Price (AWP),
commonly in the range of 40% 1o 60%. While this may appear
to provide a steep discount that is favorable to the plan, AWP is
not a reliable indicator of actual acquisition cost.

PBMs and nearly all state Medicaid programs pay community
pharmacies for many generic drugs based on the method of
MAC, in which the MAC price for a particular drug is set some-
where between the lowest and the highest estimated acquisition

wwwameporg Vol 13 No. 2

price for products available from multiple generic drug manu-
facturers. For example, il the AWP [or a particular generic drug
from manufacturer X is $1.00 per unit and the pharmacy’s actual
cost is $0.30 per unit, compared with a $1.30 AWD and a $0.40
actual cost per unit from manufacturer Y, the MAC price might
be set at $0.35 per unit. This method serves to decrease incentives
for pharimacies to dispense the generic drug [rom manufacturer Y
with the 30% higher AWPE However, the MAC price of $0.35 will
result in a plan sponsor payment that is significantly lower than
payment based on a 50% discount arrangeent that will yield a
unit price of $0.50 from manufacturer X or $0.65 from manu-
facturer Y. If generic prices paid by the plan sponsor for
community pharmacy claims are based on MAC pricing while
those for mail-order ciaims are based on an AWP discount, the
plan sponsor can end up paying more per unit for the same
generic drug dispensed at mail-order than at eommunity pharmacy.

Implications for Plan Sponsors

Plan administrators need to understand the nuances in drug
pricing for both branded and generic drugs between mail-order
and community pharmacy, as well as be aware of the impact
that providing incentives for mail-order channel use may have
on the plan sponsors' resulting portion of total payments. We
have provided evidence that lower total pricing provided by the
mail-order channel may not result in net savings for the plan
sponsor. Furthermore, plan sponsors should understand the
need to align incentives, especially during negotiation of PBM
service contract terms, to avoid creating unintended benelit to
the PBM ai the expense of higher drug costs for the plan sponsors.

The PBM husiness model may not be entirely understood by
plan sponsors. In the face of heavy promotion of mail-order
pharmacy plans by PBMs, especially mandatory mail-order
plans, program administrators should be aware of the competing
interests that may result when PBMs seek to maximize their
profits. Transparency in pharmacy pricing and drug manufac-
turer rebates would help plan sponsors assess the relative value
of the mail-order and community pharmacy channels, The need
for transparency increases when the mail-order pharmacy is
owned by the PBM.

Limitations

First, this study did not investigate potential waste that might
result from dispensing larger quantities at mail-order than at
comumunity pharmacy for drugs that might not be used as a
result of adverse reactions, lack of perceived eflicacy, or dose or
drug change, or for other reasons. Second, while the value of
mait-order pharmacy compared with community pharmacy was
stnall or negative [or both plan sponsors in this study, these

-results may not be generalizable 10 all plans. We did not meas-

ure or report the age distribution of beneliciaries in these 2 drug
plans, an important factor in the use of chronic medications,
Copayment design will affect the ratio of member cost 1o plan

March 2007 Jarcp  Journal of Managed Care Pharmacy 133



Comparison of Mail-Order With Community Pharmacy in Plan Sponser Cost and Member Cost in Two Large Pharmacy Benefit Plans

cost, and the absolute amount of the mail-order copayments
was at least twice the amount of community pharmacy copay-
ments in these 2 pharmacy benefit plans.

Third, product-level drug rebates and their effects on plan
sponsor cost, if any, could not be determined since rebate infor-
mation was not publicly available. However, the influence of
drug manufacturer rebates is not expected to change the relative
price comparisons between mail-order and community
pharmacy and for the measures used in this study, cost per unit
and cost per day of therapy.

8 Conclusions

In addition to demonstrating that the mail-order distribution
channel can have higher net sponsor costs in a pharmacy henefit
plan, this paper has presented and described methodologies
and calculations for comparing costs per day and cost per unit
hetween mail-order and community pharmacy networks. More
published studies of this sort are needed lo determine the true
value of the mail-order pharmacy distribution channel within
pharmacy benefit programs. Studies that appropriately control
for differences in product mix, as well as those that investigate
the degree to which member financial incentives result in higher
costs {either direct or opportunity costs) to the plan sponsor,
will greatly benefit decision makers as strategies are proposed 10
obtain the best value for prescription drugs and phannacy services.

“"What is already known ahout this subject

» Widespread perception of lower prices via mail-order versus community
pharmacy has contributed to the growth of mail-order pharmacy use
despite a tack of evidence of cost savings for pharmacy benefit sponsors.

» Pharmacy benefit designs that favor mail-order pharmacy result in lower
average member cost share.

* Generic dispensing ratios are lower in maif-order than in conununity
pharmacy. ’

“What this study adds

+ Using a methodalogy that estimated the average price per unit and per day
of drug therapy for mail-order prescriptions had they been dispensed
instead by community pharmiacies, one plan sponsor experienced a small
financiat benefit from mail-order pharmacy white another plan sponsor
experienced a slightly higher cost.

» Differences in pricing of generic drugs between mail-order and community
pharmacy appear to contribute to higher unit costs for generic drugs via
mait order,
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